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PASS TREASURY FOR OFFICE OF INTERNATIONAL TAX AFFAIRS 

E.O. 11652: N/A 
TAGS: EFIN, CE 

SUB J : INCOME TAX TREATY 

REF: (A) COLOMBO 4908; (B) STATE 273856 

1 . THE ECON OFFICER MET WITH SIVAPRAKASAM ON DECEMBER 21 TO 
DISCUSS THE SUBIECT TREATY. SIVAPRAKASAM SAID THAT HE WAS 
STILL UNWILLING TO INCORPORATE ANY LANGUAGE ON THE RECAPTURE 
OF EARLIER TAX HOLIDAY BENEFITS AS PROPOSED REFTEL B. HE 
EXPRESSED THE VIEW THAT THE ONLY ISSUE STILL IN QUESTION IS 

USG ACCEPTANCE OF THE SRI LANKAN PROPOSALS FOR ARTICLES 10, 

11, AND 12 TO APPLY CONCESSIONARY TAX RATES ONLY TO INCOME FROM 
INVESTMENTS MADE IN SRI LANKA AFTER SIGNATURE OF A TREATY. 

HE DID NOT INDICATE ANY POSSIBILITY OF COMPROMISE ON THIS ISSUE. 

2. REGARDING THE STATEMENT MADE IN THE FINANCE MINISTER'S 
NOVEMBER 15 BUDGET SPEECH ON DOUBLE TAX TREATIES (REFTEL A), 
SIVAPRAKASAM SAID HE FULLY UNDERSTANDS THE USG'S POSITION ON 
TAX PARITY. AND THE MINISTER’S STATEMENT DOES NOT APPLY TO THE 
PROPOSED TREATY WITH THE US. 

3. ON TAX HOLIDAYS IN THE FREE TRADE ZONE, SIVAPRAKASAM SAID 
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THAT A SPECIAL AUTHORITY WOULD BE SET UP WITH COMPLETE JURIS- 
DICTION OVER THE ZONE. THE LEGISLATION TO ESTABLISH THE ZONE 
WILL NOT SPECIFY THE TAX CONCESSIONS TO BE GIVEN, BUT CON 
CESSIONS WILL BE SUBJECT TO NEGOTIATIONS BETWEEN THE AUTHORITY 
AND EACH INDIVIDUAL INVESTOR. 
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